Contracts and Sales

Section 4 (Professor Sidel)

Final Examination

Fall 2000

This open book exam lasts three hours and consists of four essay questions and fifteen (15) short answer questions.   Please write both the essays and the short answers in the exam books provided (unless separate arrangements have been made for typing), and put your exam number on each book you use.  At the end of the exam, hand in all used exam books and this question sheet to the proctor.

80% of the exam grade will be based on the four essay questions, and 20% will be based on the short answers.  The recommended time allocation is 2 hours and 25 minutes for each essay and 35 minutes for the short answer questions.

The essay questions treat different areas that the course has examined during the semester.  Do not get discouraged if you feel your answer in weaker in one area than in another.  Keep your focus on continuing to answer the questions and keep working over the next three hours.   Good luck!

Essay Question 1

Simpson places a notice in the newspaper that reads "new (unused) Black's law dictionaries, various editions, worth $50, on sale for $25 or best reasonable offer, first come first served, Saturday 9:00 – 9:30 am at the UI law school, telephone no. 555-1234.  Act fast.  Bring your money."   

On Saturday at 9:30 am at the law school law student Bob pulls out $25 from his pocket (the highest amount yet offered to Simpson), attempting to hand it to Simpson and walk away with one of the law dictionaries.  Simpson demurs, saying "I can't take it now, but I will consider your offer along with other offers and let you know."   Bob swears audibly at Simpson and walks away.  

Simpson considers the matter until Tuesday, then telephones Bob and says "I accept your offer."  On Monday Bob has purchased another Black's law dictionary for $20 from a different seller and tells Simpson, "You had your chance.  No deal."  

Have the parties concluded an enforceable agreement? 

Essay Question 2

Ms. Williams works for Boyd Manufacturing for 27 years as an at-will secretarial employee (one with no employment contract).  In her fifth year of work at the company, at a time when the company is very pleased with her work, the board of directors discusses and agrees to the following general policy.  “In view of Ms. Williams’ excellent service at the firm, she should be paid a pension of $500 per month upon her retirement if she is still employed at the company when she retires.  This may be taken as our moral obligation.”

Ms. Williams is aware of the board’s discussion and continues to work at the firm for another 22 years, during which she receives both positive and negative reviews, but generally positive ones.  She applies for other jobs at other companies during this time but is not selected for them, so she stays at Boyd Manufacturing.  During that 22 years the company adopts, through a board resolution and advice of legal counsel, a formal pension policy for manufacturing line employees.  Ms. Williams knows of that too, since she did some of the secretarial work on that process of adopting a pension policy for manufacturing employees.

When Ms. Williams retires she claims a pension of $500 per month.  Company ownership has changed several times in the 22 years, and the current owners refuse to pay the pension.  Manufacturing line employees who are retiring at the same time as Ms. Williams (some of whom worked at the company for a shorter time than Ms. Williams) are paid pensions.   When Ms. Williams discovers that the company is refusing to pay her the pension, she seeks other employment but is not successful in obtaining other jobs.  

Ms. Williams comes to you, a local attorney, for legal advice and asks the following question:  “Under contract law, is the board’s indication that I would receive the pension enforceable against Boyd Manufacturing?”  

Essay Question 3

Sam (a manufacturer of computer hardware that also provides, installs, trains and troubleshoots software on the computers it sells) enters into discussions with Barbara to provide computer services to Barbara.  They arrive at an agreement for $500,000 under which Sam will provide computer services on 1,000 computers, including installation, training and troubleshooting on the software, and development of a website for Barbara covering these matters (to assist her in advertising).  They will also transfer the 1,000 computers to Barbara, who intends to resell the software and hardware to other buyers.  Barbara is delighted.  Sam is worried that he has bargained for too low a return.

After the conclusion of the agreement, but before the software services are completed and the computers are transferred, problems are discovered in the software that Sam installs on the computers.  Sam informs Barbara that the total contract price must be increased to $550,000 to cover his additional costs.  Barbara agrees, though is not at all happy about spending the additional $50,000.  After Sam completes his work satisfactorily, Barbara withholds the additional $50,000 payment.  

Sam comes to you to inquire whether he has a strong case for the remaining payment.

Essay Question 4

Sarah, a new employment consultant, signs a written agreement with Alfred to sell consulting services for three months, at a rate of $500 per day, assuming 60 workdays and a total cost of $30,000.  The agreement and Sarah’s consulting work for Alfred are to start December 1.  Sarah, who is new to this field, calculates (based on discussions with colleagues and friends) that she will make a profit of $5,000 on this contract.  

On November 27, three days before Sarah is to begin work for Alfred, she is offered a consulting contract with Betty at a rate of $600 per day for 60 days covering exactly the same period of time, and on which she would earn $7,500 in profit.  Sarah tells Alfred that she cannot continue with their agreement; Alfred objects, but Sarah goes to work on the second consulting arrangement offered and does not perform the first.

Alfred, needs the consulting services badly.  But it has never hired consultants before, and does not hire a new consultant to take Sarah's place until December 15.  By then Alfred must pay $550 per day for these consulting services, or a total of $33,000 over the 60 day contract period.  Alfred locates the new consultant through his sister, Annie, who is entrepreneurial but not necessarily a specialist in this line of work.  Unknown to Alfred, Annie asks and receives from the new consultant a "placement fee" of $2,000 for recommending her to Alfred.

Sarah had told Alfred that he must purchase certain hardware in order for her to do the job.  Alfred had done so through family channels at a fairly inexpensive price; the hardware had cost him $3,000, and it was not returnable.  Sarah sends a letter to Alfred telling him to give her the software and she will reimburse him $1,500; Alfred refuses, and resells the hardware (which is now much in demand) to a third party for $5,000.

You are the judge.  Who is in violation of contract law, and who owes what damages?  Be as specific as you can.

Short Answer Questions

Define the following terms in six written lines or less.

1.
Restatement (Second) of Contracts

2.
Subjective theory of contract

3.
Specific performance

4.
Unilateral contract

5.
Requirements contract

6.
Consideration

7.
Pre-existing duty rule

8.
Regret

9.
Caveat emptor

10.
Procedural unconscionability

11.
Liquidated damages

12.
Volume seller

13.
Reliance damages

14.
Foreseeability

15.
Mistake
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